THE  SECRETARY  OF  HEALTH  AND  HUMAN  SERVICES 
WASHINGTON.  O.C  20201 


JUN  2  2  1992 


The  Honorable  Dan  Quayle 
President  of  the  Senate 
Washington,  D.C.  20510 

Dear  Mr.  President: 

I  am  pleased  to  provide  this  report  in  response  to 
section  1848(f)(4)  of  the  Social  Security  Act  which  requires 
me  to  report  to  Congress  on  the  development  of  criteria  to 
allow  qualified  physician  groups  to  opt-out  of  the  national 
aggregate  performance  standard  rates  of  increase  and  to  have 
separate  performance  standards. 

Medicare  payment  for  f ee-f or-service  physicians'  services  is 
in  the  process  of  significant  change.     Section  6102  of 
Public  Law  101-239,  the  Omnibus  Budget  Reconciliation  Act 
(OBRA)  of  1989,  provided  for  replacing  the  customary, 
prevailing  and  reasonable  charge  (CPR)  system  of  paying  for 
Medicare  physicians'  services  with  a  fee  schedule.     The  fee 
schedule  is  a  system  of  geographically  adjusted  standardized 
payment  rates  that  reflect  the  relative  resources  used  in 
providing  services.     The  fee  schedule  is  being  phased-in 
over  a  5 -year  period  which  began  in  January  1992,  with  the 
full  fee  schedule  operational  in  1996. 

OBRA  89  also  establishes  Medicare  volume  performance 

standards  (MVPS)  to  address  the  excessive  rate  of  growth  in 

Medicare  expenditures  for  physicians'  services  paid  on  a 

f ee-f or-service  basis.     Between  1980  and  1988,  total  allowed 

charges  for  physicians'  services  increased  from 

$10.9  billion  to  almost  $29  billion,  reflecting  an  average 

annual  compound  growth  rate  of  over  12  percent. 

Under  the  MVPS,  performance  standard  rates  of  increase  for 
aggregate  expenditures  for  physicians'  services  in  a  fiscal 
year  (FY)  are  set,  either  directly  by  Congress  acting  on  my 
recommendations,  or  through  a  default  formula  specified  in 
the  law  if  Congress  does  not  act.     The  performance  standards 
are  not  limits  on  expenditures.     Payments  are  not  withheld 
if  the  performance  standard  is  exceeded.     Rather,  a 
comparison  of  the  actual  rate  of  increase  in  expenditures 
with  the  standard  rate  of  increase  for  the  FY  affects  the 
update  in  the  second  following  calendar  year. 
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The  intent  of  the  MVPS  is  to  provide  incentives  for 
physicians  to  control  the  excessive  rates  of  increase  in 
expenditures  for  physicians'  services  by  encouraging  them  to 
eliminate  services  that  are  unnecessary  or  ineffective 
However,  as  currently  structured,  performance  standards  are 
national  in  scope.     Thus,  individual  physicians,  or  even 
large  groups  of  physicians,  have  little  incentive  to  modifv 
their  behavior  if  they  feel  that,  as  individuals,  they  have 
little  or  no  effect  on  meeting  the  overall  national  standard 


A  potential  alternative  approach  to  the  national  volume 
performance  standard  would  be  to  provide  an  opt-out  option 
for  "qualified  physician  groups,"  whereby  physicians  could 

choose  their  own  business  partners"  and  receive  payment 
updates  based  on  their  own  performance  rather  than  based  on 
the  performance  of  physicians  generally.    This  approach 
would  provide  a  more  direct  incentive  for  physicians  to 
provide  care  in  an  efficient  manner. 

The  enclosed  report  discusses  the  issues  involved  in 
designing  and  implementing  a  voluntary  opt-out  program. 
Developing  the  proper  incentives  to  opt-out  and  operational 
considerations  involved  in  setting  group  specific  standards 
involve  many  complex  policy  and  administrative  issues. 
These  issues  are  discussed  in  detail  in  the  report. 
Resolution  of  these  issues  requires  further  research  and 
analysis.    We  are  not  prepared  to  recommend  specific 
criteria  for  opt-out  groups  at  this  time. 

I  am  also  sending  a  copy  of  this  report  to  the  Speaker  of 
the  House  of  Representatives. 


Sincerely, 


Louis  W.  Sullivan,  M.D. 


Enclosure 


THE  SECRETARY  OF  HEALTH  ANO  HUMAN  SERVICES 

WASHINGTON.  D  C  J0J01 


JUM  2  2  1992 


The  Honorable  Thomas  S.  Foley 

Speaker  of  the  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Mr.  Speaker: 

I  am  pleased  to  provide  this  report  in  response  to 
section  1848(f)(4)  of  the  Social  Security  Act  which  requires 
me  to  report  to  Congress  on  the  development  of  criteria  to 
allow  qualified  physician  groups  to  opt-out  of  the  national 
aggregate  performance  standard  rates  of  increase  and  to  have 
separate  performance  standards. 

Medicare  payment  for  f ee-f or-service  physicians'  services  is 
in  the  process  of  significant  change.     Section  6102  of 
Public  Law  101-239,  the  Omnibus  Budget  Reconciliation  Act 
(OBRA)  of  1989,  provided  for  replacing  the  customary, 
prevailing  and  reasonable  charge  (CPR)  system  of  paying  for 
Medicare  physicians'  services  with  a  fee  schedule.    The  fee 
schedule  is  a  system  of  geographically  adjusted  standardized 
payment  rates  that  reflect  the  relative  resources  used  in 
providing  services.     The  fee  schedule  is  being  phased-in 
over  a  5,-year  period  which  began  in  January  1992,  with  the 
full  fee  schedule  operational  in  1996. 

OBRA  89  also  establishes  Medicare  volume  performance 

standards  (MVPS)  to  address  the  excessive  rate  of  growth  in 

Medicare  expenditures  for  physicians'  services  paid  on  a 

f ee-f or-service  basis.     Between  1980  and  1988,  total  allowed 

charges  for  physicians'  services  increased  from 

$10.9  billion  to  almost  $29  billion,  reflecting  an  average 

annual  compound  growth  rate  of  over  12  percent. 

Under  the  MVPS,  performance  standard  rates  of  increase  for 
aggregate  expenditures  for  physicians'   services  in  a  fiscal 
year  (FY)  are  set,  either  directly  by  Congress  acting  on  my 
recommendations,  or  through  a  default  formula  specified  in 
the  law  if  Congress  does  not  act.     The  performance  standards 
are  not  limits  on  expenditures.     Payments  are  not  withheld 
if  the  performance  standard  is  exceeded.     Rather,  a 
comparison  of  the  actual  rate  of  increase  in  expenditures 
with  the  standard  rate  of  increase  for  the  FY  affects  the 
update  in  the  second  following  calendar  year. 
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The  intent  of  the  MVPS  is  to  provide  incentives  for 
physicians  to  control  the  excessive  rates  of  increase  in 
expenditures  for  physicians'  services  by  encouraging  them  to 
eliminate  services  that  are  unnecessary  or  ineffective 
However,  as  currently  structured,  performance  standards  are 
national  in  scope.     Thus,  individual  physicians,  or  even 
large  groups  of  physicians,  have  little  incentive  to  modify 
their  behavior  if  they  feel  that,  as  individuals,  they  have 
little  or  no  effect  on  meeting  the  overall  national  standard 
rate  of  increase. 

A  potential  alternative  approach  to  the  national  volume 
performance  standard  would  be  to  provide  an  opt-out  option 
for  "qualified  physician  groups,"  whereby  physicians  could 
"choose  their  own  business  partners"  and  receive  payment 
updates  based  on  their  own  performance  rather  than  based  on 
the  performance  of  physicians  generally.    This  approach 
would  provide  a  more  direct  incentive  for  physicians  to 
provide  care  in  an  efficient  manner. 

The  enclosed  report  discusses  the  issues  involved  in 
designing  and  implementing  a  voluntary  opt-out  program. 
Developing  the  proper  incentives  to  opt-out  and  operational 
considerations  involved  in  setting  group  specific  standards 
involve  many  complex  policy  and  administrative  issues. 
These  issues  are  discussed  in  detail  in  the  report. 
Resolution  of  these  issues  requires  further  research  and 
analysis.    We  are  not  prepared  to  recommend  specific 
criteria  for  opt-out  groups  at  this  time. 

I  am  also  sending  a  copy  of  this  report  to  the  President  of 
the  Senate. 


Sincerely, 


Louis  W.  Sullivan,  M.D. 


Enclosure 


REPORT  TO  CONGRESS 
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Louis  W.  Sullivan,  M.D. 
Secretary  of  Health  and  Human  Services 
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Background  and  Statutory  Authority 

Medicare  payment  for  fee-f or-service  physicians'  services  is  in 
the  process  of  significant  change.     Section  6102  of  Public  Law 
101-239,  the  Omnibus  Budget  Reconciliation  Act  (OBRA)  of  1989, 
provided  for  replacing  the  customary,  prevailing  and  reasonable 
charge  (CPR)  system  of  paying  for  Medicare  physicians'  services 
with  a  fee  schedule.     The  fee  schedule  is  a  system  of 
geographically  adjusted  standardized  payment  rates  that  reflect 
the  relative  resources  used  in  providing  services.    The  fee 
schedule  is  being  phased-in  over  a  5-year  period  beginning  in 
January  1992,  with  the  full  fee  schedule  operational  in  1996. 

OBRA  1989  also  establishes  Medicare  volume  performance  standards 
(MVPS)  to  address  the  excessive  rate  of  growth  in  Medicare 
expenditures  for  physicians'  services  paid  on  a  fee-f or-service 
basis.     Between  1980  and  1988,  total  allowed  charges  for 
physicians'  services  increased  from  $10.9  billion  to  almost 
$29  billion,  reflecting  an  average  annual  compound  growth  rate  of 
over  12  percent. 

Under  MVPS,  performance  standard  rates  of  increase  for  aggregate 
expenditures  for  physicians'  services  in  a  fiscal  year  (FY)  are, 
set,  either  directly  by  Congress  acting  on  recommendations  of  the 
Secretary  of  Health  and  Human  Services,  or  through  a  default 
formula  specified  in  the  law  if  Congress  does  not  act.  The 
performance  standards  are  not  limits  on  expenditures.  Payments 
are  not  withheld  if  the  performance  standard  is  exceeded. 
Rather,  a  comparison  of  the  actual  rate  of  increase  in 
expenditures  with  the  standard  rate  of  increase  for  the  FY 
effects  the  update  in  the  second  following  calendar  year. 

Beginning  with  FY  1991,  separate  MVPS'  are  established  for 
surgical  services  and  non-surgical  services.    The  MVPS  for  each 
of  these  categories  are  established  at  the  national  level.  The 
national  MVPS  provides  a  collective  incentive  for  fee-for-service 
physicians  to  control  the  rate  of  increase  in  expenditures  for 
physicians'  services  provided  to  Medicare  beneficiaries.  If 
Congress  does  not  set  the  fee  schedule  update  for  a  year,  the  law 
requires  that  the  update  be  set  equal  to  the  Medicare  Economic 
Index  ( ME I ) ,  an  index  which  measures  annual  changes  in  the  cost 
of  operating  a  private  medical  practice,  increased  or  decreased 
by  the  percentage  that  the  rate  of  increase  in  actual 
expenditures  was  greater  or  less  than  the  performance  standard 
rate  of  increase.    The  reduction  in  the  update  because  of  failure 
to  meet  the  standard  is  limited  to  2  percentage  points  in  1992 
and  1993,  2.5  percentage  points  in  1994  and  1995,  and 
3  percentage  points  thereafter.    There  is  no  limit  on  the 
increase  in  the  update  for  a  year  if  the  rate  of  increase  in 
expenditures  for  a  FY  is  less  than  the  standard  rate  of  increase. 


The  MVPS  for  FY  1990  is  a  9.1  percent  increase.     The  rates  of 
increase  for  FY  1991  are  7.3  percent  for  all  physicians' 
services,  3.3  percent  for  surgical  services  and  8.6  percent  for 
non-surgical  services. 

Section  1848(f)(4)  of  the  Social  Security  Act  (the  Act)  requires 
the  Secretary  to  report  to  Congress  on  the  development  of 
criteria  to  allow  qualified  physician  groups  to  "opt-out"  of  the 
national  aggregate  performance  standards  and  to  have  separate 
performance  standards.    This  is  the  statutory  requirement  for 
this  report. 

Rationale  for  Opt-Out  Groups 

The  intent  of  the  MVPS  is  to  provide  incentives  for  physicians  to 
control  the  excessive  rates  of  Increase  in  expenditures  for 
physicians'  services  by  encouraging  them  to  eliminate  services 
that  are  unnecessary  or  ineffective.    However,  as  currently 
structured,  performance  standards  are  national  in  scope.  Thus, 
individual  physicians,  or  even  large  groups  of  physicians,  have 
little  incentive  to  modify  their  behavior  if  they  feel  that  they 
individually  have  little  or  no  effect  on  meeting  the  overall 
national  standard  rate  of  increase. 

s 

A  potential  alternative  approach  to  the  national  volume 
performance  standard  would  be  to  provide  an  opt-out  option  for 
"qualified  physician  groups,"  whereby  physicians  could  "choose 
their  own  business  partners"  and  receive  payment  updates  based  on 
their  own  performance  rather  than  based  on  the  performance  of 
physicians  generally.    This  approach  would  provide  a  more  direct 
incentive  for  physicians  to  provide  care  in  an  efficient  manner. 

There  are  a  number  of  issues  in  designing  a  voluntary  opt-out 
opportunity  for  physician  groups.    These  issues  include: 

•  The  incentive  for  physician  groups  to  want  to  opt-out, 

•  Whether  or  not  beneficiary  enrollment  is  involved, 

•  The  potential  types  of  groups  involved, 

•  Data  and  operational  considerations  in  setting  group-specific 
standards  and  measuring  performance,  and 

•  How  the  group-specific  updates  relate  to  the  overall  update. 

The  Health  Care  Financing  Administration  is  examining  physician 
incentives  under  MVPS  and  various  opt-out  alternatives.  To 
facilitate  analysis  of  these  issues,  we  are  also  presently 
funding  four  research  projects: 
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o    One  project  by  the  Urban  Institute,  Hospital  Medical  staffs 
and  Medicare  Volume  Performance  Standards,   la  ava.tnif11  thc 
feasibility  of  establishing  MVPS  at  the  level  of  the  medical 
staff  of  a  hospital. 

o    Another  Urban  Institute  project,  Empirical  Foundations  for 
Medicare  Volume  Performance  Standards.   La  evanHrUng  fha  ' 
feasibility  of  geographic,  speciality,  or  type  of  service  MVPS 
levels . 

o    A  project  by  Brandeis  University,  An  Analysis  of  Group 

Specific  Performance  Standards;  The  Potential  of  Voluntary 
Performance  Organizations  (VPOs).  has  examined  a  variety  of 
alternative  model  designs  and  various  issues  associated  with 
opt-outs . 

o    The  fourth  project  by  the  RAND  Corporation,  Policy 

Implications  of  Alternative  mvps.  is  examining  alternative 
ways  of  establishing  opt-out  groups,  and  the  policy 
implications  for  each  model. 

Incentive  for  Opt-out  Groups 

As  mentioned  above,  having  only  national  standards  and  only 
measuring  national  aggregate  performance  against  those  standards, 
provides  individual  physicians  or  even  large  groups  of  physicians 
little  incentive  to  modify  their  behavior  since  they  may  feel 
that  they  can  have  little  or  no  effect  on  meeting  the  standard 
rates  of  increase. 

The  incentive  for  a  physician  group  to  want  to  opt-out  of  the 
national  MVPS  and  establish  a  group-specific  standard  would  be 
the  opportunity  for  the  group  to  receive  payment  updates  based  on 
their  own  performance  rather  than  based  on  the  performance  of 
physicians  generally.     If  individual  physicians  or  groups  of 
physicians  could  opt-out  of  the  national  MVPS,  have  their  own 
standards,  and  have  their  performance  measured  against  that 
standard,  they  will  have  more  incentive  to  carefully  examine 
their  practice  patterns  and  modify  their  behavior,  if  necessary. 
Peer  pressure  to  stay  within  the  target  and  secure  a  higher  fee 
update  may  also  be  more  effective  in  these  smaller  groups  than  on 
a  national  level. 

As  mentioned  earlier,  if  Congress  does  not  act  to  set  the  annual 
update,  the  reduction  in  the  update  because  of  failure  to  meet 
the  MVPS  is  limited  by  law  to  2  percentage  points  in  1992  and 
1993;  2.5  percentage  points  in  1994  and  1995;  and  3  percentage 
points,  thereafter.    Thus,  under  current  law,  the  risk  of  being 
under  the  national  MVPS  is  limited  to  a  relatively  small  decrease 
in  the  otherwise  applicable  national  update. 
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Opting-out  means  trading  current  volume  (current  income)  for 
future  price  increases  (future  income).     The  relative  risks  and 
rewards  to  physicians  of  group-specific  versus  national  standards 
and  updates  needs  to  be  considered  in  structuring  a  system. 
Incentives  could  be  provided  to  encourage  opting-out.  The 
protection  against  large  reductions  in  the  annual  update  under 
the  national  MVPS  could  be  extended  to  the  opt-out  groups.  A 
condition  of  this  option  might  be  to  provide  the  protection  only 
to  groups  that  demonstrate  that  they  have  in  place  extensive 
internal  utilization  review  to  control  service  use  and/or  to 
provide  this  protection  only  during  the  first  year  or  two.  other 
possible  incentives  are  faster  claims  processing  and  less  carrier 
medical  review. 

Beneficiary  Enrollment/Managed  Care 

Physician  groups  currently  have  incentives  to  provide  services 
efficiently  if  beneficiaries  enroll  in  plans  which  are 
responsible  for  all  services  provided  to  the  patient  during  a 
particular  period  of  time.    Enrollment  models  are  generally 
associated  with  managed  care  plans  such  as  prepaid  health 
maintenance  organizations  (HMOs)  or  preferred  provider 
organizations  (PPOs).  These  plans  generally  require  that  to  be 
fully  covered  under  the  plan  services  be  provided  directly  by 
organization  physicians,  or  by  referrals  to  outside  physicians 
through  the  organization  acting  as  a  gatekeeper.  Although 
managed  care  organizations  and  opt-out  groups  are  distinctly 
different  concepts,  they  share  the  common  goal  of  reducing  volume 
through  eliminating  unnecessary  services.     If  opt-out  groups  were 
limited  to  enrollment  models,  i.e.,  beneficiaries  were  locked-in 
to  receiving  all  services  through  the  opt-out  group,  many  of  the 
data  and  operational  issues  discussed  below  would  be  greatly 
simplified. 

Risk-based  HMOs  have  a  very  direct  incentive  to  control  the 
volume  and  intensity  of  services  provided.    However,  the 
incentives  to  control  volume  in  other  forms  of  managed  care,  such 
as  a  PPO,  may  be  much  more  limited  and  the  incentives  associated 
with  an  opt-out  may  have  some  applicability  to  them.  We 
currently  are  conducting  PPO  demonstration  projects  at  a  limited 
number  of  sites.     In  addition,  a  supplemental  medigap  enrollment 
program  which  will  be  available  to  Medicare  beneficiaries  in  a 
limited  number  of  States  for  a  3-year  period  beginning  in  1992 
known  as  Medicare  Select  uses  the  PPO  concept. 

Medicare  Select  is  private  insurance  that  will  be  offered  by 
insurance  companies  in  the  same  way  that  traditional  Medigap 
policies  are  made  available.    Medicare  beneficiaries  who  buy  a 
Medicare  Select  policy  will  be  charged  a  lower  premium  in  return 
for  agreeing  to  use  the  services  of  designated  practitioners 
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selected  by  the  insurers.     When  a  Medicare  Select  policy  holder 
uses  a  designated  provider,  the  insurer  will  pay  some  or  all  of 
the  balance  that  Medicare  does  not  pay,  depending  upon  the  policy 
limits.     Although  Medicare  will  pay  its  share  of  the  approved 
charges  whether  or  not  a  Medicare  Select  provider  is  used, 
Medicare  Select  policies  will  generally  not  pay  in  situations 
where  the  policyholder  chooses  to  go  outside  of  the  network  for 
non-emergency  services. 

We  believe  the  intent  of  the  opt-out  option  under  1848(f)(4)  of 
the  Act  is  to  provide  incentives  for  physicians  to  control  volume 
under  the  traditional  fee-for-service  system.    Therefore,  the 
following  discussions  on  potential  opt-out  groups  and 
data/operational  considerations  deals  primarily  with  a  non- 
enrollment  model  with  beneficiaries  retaining  freedom  of  choice 
of  practitioner  on  an  individual  service  basis.    However,  we  are 
continuing  to  explore  the  application  of  the  opt-out  option  in  an 
enrollment  model  such  as  some  of  our  PPO  demonstrations  and  the 
Medicare  Select  system. 

Potential  Types  of  Opt-out  Groups 

It  is  feasible  to  offer  entitles  ranging  from  States  down  to 
individual  solo-practitioners,  the  opportunity  to  voluntarily 
opt-out.    The  types  of  opt-out  groups  usually  mentioned,  in 
descending  order  of  size,  are: 

•  States, 

•  Counties, 

•  Hospital  medical  staffs, 

•  Large  multispecialty  groups  or  clinics, 

•  Combinations  of  small  groups  and/or  individual  physicians, 

•  Smaller  physician  groups  or  clinics,  and 

•  Individual  physicians. 

A  central  issue  in  considering  the  opt-out  approach  is  the 
tension  between  t-  wing  the  group  small  enough  to  increase  the 
influence  of  individual  members  on  the  group's  performance  while 
minimizing  the  problems  of  having  so  small  a  group  that  small 
changes  in  patient  or  physician  mix  would  significantly  change 
performance  from  one  year  to  another.    The  larger  the  group,  the 
smaller  the  incentive  for  an  individual  physician  to  monitor  his 
own  practice  pattern.    However,  as  is  discussed  in  more  detail  in 
the  following  section  on  data,  the  larger  the  group  the  more 
reliable  the  baseline  and  monitoring  data.    The  incentive  and 
ability  to  control  expenditures  is  obviously  greatest  at  the 
individual  physician  level,  but  the  data  problems  are  greatest 
here.     It  must  be  remembered  that  we  are  dealing  in  update 
amounts  usually  in  the  3  to  5  percent  range.    Annual  Medicare 
expenditure  levels  for  the  services  of  an  individual  physician 
might  fluctuate  considerably  more  than  that  amount. 
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States  and  counties  are  familiar  entities  with  active  medical 
societies  which  could  serve  as  the  basis  for  opt-outs.  All 
physicians  in  the  State  or  county  could  be  in  the  group  for 
purposes  of  establishing  a  separate  performance  standard,  states 
and  counties  have  existing  medical  societies  which  could  serve  as 
the  basis  for  peer  pressure  or  other  mechanism  to  examine 
practice  patterns  of  individual  physicians.     While  the  incentives 
in  a  system  of  State-level  standards  are  more  direct  than  under 
national  standards,  they  still  may  be  distant  to  individual 
physicians . 

We  know  that  there  is  considerable  State  border  crossing  now  by 
beneficiaries.    That  is,  some  beneficiaries  receive  services  in  a 
State  other  than  the  one  in  which  they  live.    Border  crossing 
patterns  will  have  to  be  monitored  for  significant  changes  in 
setting  State  standards.    We  do  not  believe,  however,  that 
existing  border  crossing  patterns  would  be  affected  by  State 
performance  targets  because  we  believe  that  it  is  unlikely  that 
beneficiaries  would  be  sent  out-of-state  or  county  for  services 
merely  so  that  they  would  not  count  against  the  groups'  standard. 

A  hospital  medical  staff  group  would,  consist  of  all  the 
physicians  with  admitting  privileges  at  a  given  hospital.  A 
performance  standard  at  the  medical  staff  level  would  encourage 
members  of  the  medical  staff  to  work  together  to  control  the 
growth  of  services.    Medical  staffs  have  existing  utilization 
review  and  quality  assurance  mechanisms  to  facilitate  this 
process.    An  advantage  of  this  approach  is  that  virtually  all 
physicians  in  the  country  have  hospital  admitting  privileges.  A 
relatively  reliable  data  base  and  tracking  system  could  probably 
be  developed,  although  there  could  be  some  problems  accounting 
for  changes  in  the  composition  of  the  staff  of  each  group.  Also, 
since  many  physicians  practice  in  more  than  one  setting  and  often 
have  admitting  privileges  for  more  than  one  hospital,  there  could 
be  a  problem  with  physicians  shifting  services  from  one  setting 
to  another  for  MVPS  counting  purposes. 

Large  groups  provide  a  similar  structure  as  hospital  medical 
staffs.    They  have  the  added  advantage  of  being  able  to  influence 
non-hospital  physicians'  services  and  may  also  capture  a 
significant  portion  of  the  total  services  furnished  to  the 
individual  beneficiaries.     Several  key  findings  from  the  Brandeis 
report  suggest  promise  for  opt-out  opportunities  for  large 
groups.    First,  there  is  a  concentration  of  Medicare  Part  B 
payments  among  physicians  with  the  highest  volume  rates.  For 
example,  the  top  1  percent  of  physician  groups  receive  over 
20  percent  of  Medicare  physician  payments;  the  top  2  percent 
receive  30  percent  of  Medicare  physician  payments;  and  the  top 
10  percent  receive  almost  60  percent  of  Medicare  physician 
payments.     Second,  a  large  share  of  a  beneficiary's  annual 
Medicare  physician  dollars  are  accounted  for  by  one  practice. 
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For  example,  the  high  volume  practices  accounted  for  about 
40  percent  of  Part  B  expenditures  of  the  beneficiaries  thev 
treat.     Third,  beneficiaries  were  found  to  generally  use  a  sinole 
practice  over  a  2-year  period,  particularly  beneficiaries  trea?ed 
by  large  practices.     Fourth,  there  was  relative  stability  of 
year-to-year  Medicare  physician  expenditures  for  large  groups 
These  findings  suggest  that  large  groups  may  have  much  potential 
for  opt-outs. 

Small  groups  and  individual  practitioners  afford  a  direct 
opportunity  for  physicians  to  control  the  rate  of  increase  in 
their  volume  and  intensity  of  services.    Perhaps  we  could 
consider  ways  to  encourage  groups  of  individual  practitioners  to 
join  together  for  purposes  of  establishing  an  opt-out  group,  it 
is  more  difficult  to  construct  a  reliable  data  base  from  which  to 
establish  targets  and  measure  the  rate  of  increase.    Current  data 
show  large  fluctuations  in  Medicare  expenditures  from  year  to 
year  for  some  physicians.     Ideally,  we  would  want  to  adjust  these 
data  for  numbers  of  patients,  severity  of  illness  or  other 
factors  to  attempt  to  explain  these  fluctuations.    Since  these 
small  groups  are  not  likely  to  furnish  the  full  range  or  perhaps 
even  a  significant  portion  of  the  to.tal  Medicare  services  used  by 
a  beneficiary,  some  method  of  calculating  services  furnished  on  a 
per  beneficiary  basis— apportioning  benef iciaries--would  be 
necessary.    Also,  the  potential  for  "gaming"  the  system  by 
shifting  services  to  another  of  the  physician's  settings  would 
exist. 


Since  the  purpose  of-  the  opt-out  option  is  to  increase  incentives 
for  fee-for-service  physicians  to  provide  services  efficiently,  a 
non-enrollment  model  would  make  the  group-specific  standard 
invisible  to  the  Medicare  beneficiary.    Beneficiaries  retain  the 
freedom  to  choose  providers  and  can  visit  providers  in  more  than 
one  practice  during  a  year.    Therefore,  a  major  policy  question 
in  designing  an  opt-out  for  a  group  is  whether  to  require  a 
methodology  to  associate  particular  beneficiaries  and  billings  in 
the  performance  standard  for  particular  groups.    Since  even  large 
groups  account  for  less  than  half  of  the  services  received  by 
beneficiaries,  it  may  be  necessary  to  hold  a  group  accountable 
under  the  opt-out  in  a  non-enrollment  model  for  services  provided 
by  non-group  physicians.    Whether  an  opt-out  can  work  by 
including  only  the  services  provided  by  the  group  also  needs  to 
be  explored. 


Data  and  Operational  Considerations 
A.  Setting  Performance  Standards 


A  key  issue  in  establishing  criteria  for  opt-out  groups  is  the 
ability  to  accurately  establish  base  year  statistics  and  measure 
annual  increases  in  expenditures  from  this  base  for  any  group  or 
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practice  electing  to  opt-out.     The  data  base  currently  available 
to  measure  growth  in  national  Medicare  expenditures  for 
physicians'  services  in  a  sufficiently  timely  manner  to  implement 
performance  standards  is  the  Medicare  payment  record.  The 
payment  record  is  limited  in  the  level  of  detail  necessary  to 
implement  performance  standards  for  some  of  the  conceptual 
models . 


We  expect  the  capacity  to  set  and  track  performance  standards  to 
be  available  when  a  new  HCFA  data  system,  the  Common  Working  File 
(CWF)  and  a  centrally-held  data  repository  constructed  from  it 
called  the  National  Claims  History  ( NCH ) ,  and  the  Unique 
Physician  Identification  Number  (UPIN)  system  are  both  fully 
operational.    The  detailed  data  in  the  NCH  and  the  UPIN  systems 
are  necessary  under  some  operational  models  to  link  expenditures 
for  services  to  specific  beneficiaries  to  specific  physicians. 

States  assign  physicians  license  numbers  according  to  each 
individual  States'  policy.    Medicare  carriers  and  private 
insurers  assign  physicians  provider  numbers  for  payment  purposes 
according  to  the  individual  policy  of  each  insurer.    The  UPIN  was 
created  to  give  each  physician  who  bills  Medicare  for  services  a 
national  unique  number  regardless  of  the  number  of  practice 
settings  and  provider  numbers  the  physician  may  have.  Although 
the  provider  number  and  not  the  UPIN  is  used  for  payment 
purposes,  UPINs  can  be  cross-referenced  at  the  carrier  to  locally 
assigned  provider  numbers. 

The  CWF  became  operational  nationally  in  1991.  Beginning 
October  1,  1990,  the  Part  B  claims  records  began  to  flow  through 
the  CWF  to  the  NCH  data  base.    We  expect  that  the  first  year  of 
NCH  data  considered  reliable  for  setting  performance  standards 
will  be  1992.    The  first  full  year  of  UPIN  will  be  1992.  The 
first  year  of  reliable  UPIN  data  will  probably  be  1993.     If  the 
opt-out  option  is  limited  to  the  level  of  States,  the  NCH  data 
may  be  sufficient  to  provide  statistics  in  1993  to  compare  to 
1992  to  allow  opt-outs  for  FY  1994.     If  the  opt-out  option  is 
made  available  to  individual  physicians  or  groups  of  individual 
physicians,  a  combination  of  NCH  and  UPIN  data  are  necessary.  As 
discussed  earlier,  depending  on  the  opt-out  model,  it  may  be 
necessary  to  associate  particular  beneficiaries  and  billings  with 
particular  opt-out  groups.    This  combination  of  NCH  and  UPIN  data 
would  probably  not  be  reliable  until  1994,  allowing  opt-outs  for 
FY  1995  at  the  earliest. 


Under  the  procedure  for  setting  the  national  standards,  the 
Secretary  of  Health  and  Human  Services  makes  a  recommendation  to 
Congress  in  April  for  the  FY  beginning  the  following  October.  In 
making  the  recommendation,  the  Secretary  is  required  to  consider 
inflation,  changes  in  the  number  of  enrollees,  aging  of 
enrol lees,  changes  in  technology,  access,  inappropriate 
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utilization  of  services,  and  any  other  factors  that  are 
considered  appropriate.     Thus,  the  recommendation  is  not  soleiv 
based  on  statistical  data;  an  element  of  judgment  is  Involved!7 

For  some  of  these  f actors—technology,  access,  inappropriate 
utilization— there  are  currently  little  or  no  data  to  allow 
accurate  measurement  on  a  national  level.     It  is  doubtful  whether 
such  data  will  ever  be  available  to  measure  the  effects  on  an 
individual  or  group  level.     In  any  case,  it  would  not  be 
practical  to  examine  and  make  individual  recommendations  for 
standards  for  each  of  the  potential  groups  that  conceivably  could 
elect  to  opt-out.  J 

If  Congress  does  not  act  on  the  Secretary's  MVPS  recommendation, 
the  national  performance  standard  target  rate  of  increase  is  set 
according  to  an  automatic  default  mechanism  in  the  law.  Under 
this  mechanism,  the  rate  is  the  multiplicative  value  of  the 
percentage  increase  in  physician  fees  from  the  prior  FY,  the 
percentage  increase  in  enrollment  from  the  prior  FY,  the  average 
annual  percentage  increase  in  volume  and  intensity  of  physicians' 
services  for  the  5  prior  FYs,  and  the  percentage  increase  or 
decrease  in  expenditures  for  physicians'  services  resulting  from 
changes  in  law  or  regulations.    This  value  is  then  reduced  by  a- 
statutory  adjustment  factor  (2  percentage  points  in  FY  1991. 
1.5  in  1992,  and  2  thereafter). 

The  most  practical  way  to  set  standards  for  opt-out  groups  would 
be  through  some  sort  of  similar  automatic  formula,  clearly  set 
forth  in  law,  regulations,  or  notice  in  the  Federal  Register. 
This  would  allow  physicians  to  know  in  advance  what  factors  are 
being  considered  and  thereby  assist  them  in  deciding  whether  or 
not  to  opt-out.    We  will  require  more  experience  with  the  NCH  and 
UPIN  and  seeing  which  factors  can  be  quantified  in  order  to  see 
which  factors  might  be  appropriate. 

It  might  be  possible  to  set  performance  standards  for  large 
entities  such  as  States  or  very  large  clinics  whose  patient 
populations  are  relatively  stable  and  that  provide  a  significant 
portion  of  services  required  by  beneficiaries  by  merely  taking  an 
average  of  their  rate  of  increase  over  a  recent  historical 
period,  for  example  the  last  3  years,  and  subtracting  an 
adjustment  factor  such  as  that  in  the  default  mechanism.  This 
could,  however,  be  seen  as  rewarding  those  with  historically  high 
rates  of  increase,  while  penalizing  those  with  historically  low 
rates  of  increase.    On  the  other  hand,  States  with  high  rates  of 
increase  over  the  past  few  years  but  with  relatively  low  levels 
of  per  beneficiary  expenditures  compared  to  other  States  could 
argue  that  they  are  now  merely  "catching-up" — because  of  any 
number  of  factors  such  as  physicians  voluntarily  keeping  their 
fees  low  in  the  past  or  just  beginning  to  have  the  latest 
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technology  widely  available  in  the  State-and  should  be  allowed 
higher  rates  of  increase  until  a  level  playing  field  is  reached. 

B.  Tracking  Performance 

After  the  opt-out  group's  performance  standard  is  determined 
performance  must  be  accurately  tracked.     Physician  payments  are 
made  according  to  Medicare  provider  numbers  which  are  issued  by 
carriers.    A  single  provider  number  may  represent  an  individual 
physician,  a  group,  a  large  clinic,  or  a  hospital  medical  staff 
Physicians  commonly  practice  in  more  than  one  setting  and  in  many 
cases  have  more  than  one  provider  number.    There  are  presently 
about  500,000  physicians  with  about  700,000  provider  numbers. 
Depending  on  the  type  of  group,  accurate  tracking  of  opt-out 
group  performance  may  require  that  we  link  expenditures  not  only 
with  provider  number,  but  also  with  individual  physicians  through 
the  UPIN,  and  in  some  cases  with  individual  beneficiaries. 

Operational  and  data  considerations  for  monitoring  performance 
vary  with  the  type  of  opt-out  group.     In  general,  the  smaller  the 
entity,  the  less  reliable  the  data  and  the  more  complex  the 
operational  issues.     For  example,  at  a  State  level  it  can  be 
assumed  that  the  number  of  beneficiaries  and  the  mix  of  services 
will  be  relatively  stable  over  time.    With  only  small  adjustments 
for  increases  in  enrollment,  inflation,  and  changes  in  border 
crossing  patterns,  fairly  accurate  tracking  of  expenditure 
increases  might  be  possible.  (As  mentioned  earlier,  we  do  not 
believe  that  physicians  would  send  patients  to  another  State 
merely  to  stay  within  their  target.)     It  would  not  be  necessary 
to  relate  expenditures  to  individual  provider  numbers, 
physicians,  or  beneficiaries. 

Large  multispecialty  groups  and  clinics  and  hospital  medical 
staffs  could  provide  a  comprehensive  range  of  services  to 
beneficiaries.    Since  the  intent  of  the  MVPS  is  to  control 
increases  in  the  volume  and  intensity  of  services,  allowances 
could  be  made  for  increases  in  the  number  of  patients  and  mix  of 
services,  so  the  group's  expenditures  would  be  set  on  some  type 
of  per  beneficiary  basis.     It  might  also  be  necessary  to  relate 
expenditures  not  only  to  the  group's  provider  number  but  to  all 
provider  numbers  held  by  each  individual  physician  in  the  group 
because  of  the  possibility  for  "gaming"  the  system  by  referring 
patients  for  services  to  other  settings  in  which  the  same 
physician(a)  is  a  member. 

Tracking  small  physician  groups  and  individual  practitioners 
presents  similar  issues  as  large  groups,  but  to  a  greater  degree. 
With  small  groups,  only  a  small  portion  of  the  total  services 
received  by  a  beneficiary  may  be  provided  by  the  opt-out  group. 
It  might,  therefore,  be  necessary  to  apportion  the  services  among 
all  the  providers  seen.    That  is,  it  might  be  necessary  to  relate 
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the  beneficiary  to  all  physicians  seen,  not  merely  to  all 
provider  numbers  held  by  physicians  in  the  opt-out  group  to 
determine  what  portion  of  each  beneficiary's  services  were 
provided  by  the  opt-out  group  and  which  should  be  credited  to  the 
opt-out  group  in  determining  per  beneficiary  expenditures.  This 
could  be  a  significant  task  since  beneficiaries  are  free  to  see* 
services  from  anyone  they  wish. 

Operational  and  data  limitations  could  be  minimized  in  a  number 
of  ways.    One  would  be  simply  to  limit  the  number  of  opt-out 
groups.    Voluntary  opt-out  could  be  limited  to  groups  serving  a 
minimum  number  of  beneficiaries  with  a  minimum  level  of  Medicare 
allowed  charges.    We  could  also  require  that  a  formal  tie  exist 
among  all  physicians  in  the  group,  and  that  if  the  group  now 
contains  multiple  provider  numbers  that  they  be  consolidated  into 
a  common  provider  number.    We  could  also  limit  opt-out  groups  to 
those  groups  whose  physicians  practice  in  a  single  setting. 

Another  alternative  mentioned  earlier  to  minimize  operational 
problems  could  be  to  limit  opt-outs  to  enrollment  models  (e.g.,  a 
PPO  arrangement  or  Medicare  Select )n. 

Conversion  Factor  Updates 

Another  operational  consideration  is  the  number  of  different 
conversion  factor  updates.     It  is  possible  to  have  as  many 
different  updates  as  there  are  opt-out  groups.    Having  numerous 
opt-out  groups  and  updates  would  be  somewhat  more  complex  to 
administer  since  carriers  would  have  to  maintain  provider- 
specific  fee  schedules. 

There  are  also  questions  about  how  to  treat  the  opt-out 
determined  update  for  physicians  who  leave  an  opt-out  group,  if 
the  physician  entered  solo  practice,  the  physician  could  be  given 
the  update  determined  by  their  group's  performance.    The  question 
is  more  complex  when  a  physician  leaves  to  join  other  groups.  It 
would  not  be  feasible  for  a  carrier  to  have  different  payment 
amounts  for  one  provider  number.    Should  the  physician  be  given 
the  higher  update  of  the  new  group  if  his  or  her  prior  opt-out 
group  greatly  exceeded  its  target?    Or  should  the  update  for  the 
new  group  be  the  weighted  average  of  the  new  physician  and  the 
group  that  physician  joins?    Should  members  of  opt-out  groups  be 
prohibited  from  joining  new  groups  for  a  certain  period  of  time? 
These  questions  need  further  analysis. 

Alternative  ways  to  reward  opt-out  groups  could  be  considered  to 
avoid  the  administrative  issues  in  establishing  separate  updates 
for  each  opt-out  group.     For  example,  it  could  be  possible  to 
consider  establishing  a  system  of  bonus  payments  which  would  not 
directly  affect  the  annual  payment  update. 
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Another  operational  consideration  is  how  the  group-specific 
standards  would  relate  to  the  overall  standard.     The  weiqhted 
average  of  group-specific  updates  and  the  non-group-specific 
national  update  could  be  budget-neutral  to  national  standards. 

Conclusion 

Because  further  research  on  and  analysis  of  the  issues  involved 
is  needed  we  are  not  now  making  specific  recommendations  for 
creating  group-specific  opt-outs  to  the  national  MVPS.  However, 
we  continue  to  believe  that  it  is  important  to  provide  stronger' 
incentives  than  are  afforded  under  a  national  standard.    We  will 
continue  to  analyze  the  issues  involved  in  these  approaches.  We 
have  a  number  of  research  projects  underway  to  analyze  this 
approach  in  further  detail.    We  intend  to  work  with  Congress,  the 
Physician  Payment  Review  Commission/  and  the  physician  community 
on  these  matters. 
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